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Using an estimated post-excise tax recreational marijuana price of $205 per ounce and an estimated medical 
marijuana cost of $177 per ounce,16 additional revenue from the City of Portland's proposed marijuana tax may 
range from $2.5 million to $5.8 million annually. This estimate assumes a 90% compliance rate from businesses 
expected to collect and remit the proposed marijuana tax. See Figure 3. 

Figure 3. Portland's Proposed Marijuana Tax Revenue Estimate (10% & 5%) 
Recreational (10%) Medlcal (5%) Total 

Low High Low High Low High 
1. Ounces of Marijuana Sold 92,000 216,000 100,000 234,000 192,000 450,000 
2. Average Price Per Ounce $205 $177 $177 - $205 
3. City of Portland Tax Proceeds $1,886,000 $4,428,000 $885,000 $2,070,900 $2,771,000 $6,498,900 
4. City of Portland Net Tax 
Proceeds Assuming 90% $1,697,400 $3,985,200 $796,500 $1 ,863,810 $2,493,900 $5,849,010 
Compliance17 

Diversion and Tax Avoidance 
The primary difficulty in estimating marijuana sales tax avoidance behavior is the opaque nature of the black 
market. It is difficult to credibly estimate market size and price elasticity of demand without reliable data. Colorado, 
the first state to legalize recreational sales, is in the first year of implementation and the market is considered both 
unstable and immature. Nevertheless, it is instructive to review the Colorado experience to glean an understanding 
of possible tax avoidance and diversion from recreational to medical sales driven by a differential in tax rates. 

January 1, 2014 was the first day recreational marijuana could be sold to anyone 21 and over at licensed stores in 
Colorado.1a Colorado taxes recreational marijuana as follows: 

• 2.9% general sales tax 
• 10% marijuana sales tax 
• 15% marijuana excise tax 
• 27.9% combined rate (local jurisdictions may impose additional taxes) 

In Colorado, medical marijuana is subject only to the state general sales tax of 2.9%, creating a variance of 25 
percentage points in the tax rate (and presumably retail price) between recreational and medical marijuana. Did this 
large variance drive a change in the number of people applying for and receiving medical marijuana cards? 

16 Dr. Seth Crawford, Oregon State University, authored a study entitled, Estimating the Quasi-Underground: Oregon's Informal Marijuana 
Economy. Dr. Crawford surveyed 72 Oregon residents 18 and older to collect information about marijuana use and purchase patterns. He 
found that the average marijuana user pays about $177 per ounce of the drug on the "informal" (black) market. Using an estimated black 
market base cost of $177 per ounce, recreational marijuana in Portland, after adding state excise taxes, would likely cost about $205 per 
ounce. Actual costs following market maturation over the next five years or so will vary. Online medical marijuana prices in Portland are 
frequently observed to be advertised at $220 per ounce. We believe $205 per ounce is a conservative number for forecasting purposes 
and the actual price in the short to intermediate term may be higher. 
17 We estimate compliance rates mirroring those found for "brick and mortar" business locations under the Business License Law (PCC 
7.02). 
18 "10 things to know about nation's first recreational marijuana shops in Colorado," CNN website, http://www.cnn.com/2013/12/28/us/10-
things-colorado-recreational-marijuana/ : accessed 9 October 2014. 
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In the seven months for which there is data following legalization of recreational marijuana in Colorado, the total 
number of patients who possessed a valid medical marijuana card rose from just over 111,000 to a high of 116,000 
and then fell back to just below 112,000. It is too early to identify long term trends in the Colorado market as they 
relate to tax avoidance and diversion; the data is open to interpretation . . see Figure 4. 

Figure 4. Colorado Medical Cardholders as of July 31, 2014 
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.Source: Data from the Colorado Department of Public Health & Environment. 

To minimize diversion and tax avoidance, BRFS recommends a low overall tax rate and narrow difference between 
the tax rate for recreational and medical marijuana. We also recommend keeping the rates in rough parity with 
adjacent jurisdictions. These measures, if adopted, should help to mitigate diversion/tax avoidance from the 
recreational to the black and medical markets. Figure 5 estimates the cumulative impact of the state excise and 
local sales taxes as they relate to possible pricing (assuming retailers pass the entire burden to buyers). 

Figure 5. Estimated Post-Tax Cost of Marijuana in Portland 
Recreational Medical (5o/o) (10o/o) 

Estimated Black Market Base Cost of One Ounce $177.00 $177.00 

Estimated Average Oregon Excise Tax $28.00 $0.00 

Portland Tax (10%/5%) $20.50 $8.85 

Total $225.50 $185.85 

Cumulative Increase Over Black Market 27% 5% 
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Figure 6 details tentative bureau budgets related to marijuana regulation and taxation. These estimates are subject 
to change as regulatory requirements are developed. 

Figure 6. Estimated Costs of Administering Marijuana Regulations and Taxation 
13ureau One· Time Ongoing . FTE and Descrlptlon ofV\l.orkload ·· I< 

BRFS/Revenue Division $150,000 $280,000 1.25 FTE; tax collection and audit 

Development Services/Fire $150,000 1.0 FTE; safety inspections 

Neighborhood Involvement $50,000 $345,000 2.5 FTE; notification and enforcement of regulatory function 

Police Bureau $150,000 1.0 FTE; investigations 

Total $200,000 $925,000 

BRFS recommends implementing a sales tax of 10% on recreational and 5% on medical marijuana sales. 
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Appendix A. Recreational and Medical Marijuana Taxation as of October 6, 2014 
I\'. •. • ...•.•... ·. .. .i .. i •• > .. R~c:~atlon~J' c ·I 

.. ··Medical , .. .. • • · . . 

Cornelius, Oregon 10% of gross sales 0% of gross sales 
----~ 

Forest Grove, Oreaon 10% of gross sales 0% of aross sales 
Haoov Vallev, Oreqon 10% of gross sales 0% of aross sales 
Hillsboro, Oreqon 10% of gross sales 0% of gross sales 
Ashland, Oregon 10% of qross sales 5% of qross sales 
Central Point, Oregon 10% of gross sales 5% of gross sales 
Coquille, Oreaon 10% of aross sales 5% of aross sales 
Gearhart, Oreqon 10% of q ross sales 5% of qross sales 
King Citv, Oregon 10% of gross sales 5% of qross sales 
Lake Oswego, Oregon 10% of gross sales 5% of gross sales 
Milwaukie, Oreaon 10% of gross sales 5% of aross sales 
Tiqard, Oreqon 10% of q ross sales 5% of aross sales 
West Linn, Oregon 10% of moss sales 5% of qross sales 
Wilsonville, Oregon 12% of qross sales 7.5% of qross sales 
Scappoose, Oreaon 20% of gross sales 10% of gross sales 
Seaside, Oreqon Ordinance to tax passed. No rate set. Ordinance to tax passed. No rate set. 
Tualatin, Oreqon Ordinance to tax passed. No rate set. Ordinance to tax passed. No rate set. 
Dayton, Oreqon Considerinq 10% of qross sales Considerinq 0% of moss sales 
Klamath Falls, Oregon Considering 10% of gross sales Considering 5% of gross sales 
Nehalem, Oreaon Considering 10% of gross sales Considering 5% of gross sales 
Newbera, Oreaon Considering 10% of aross sales Considerinq 5% of gross sales 
Rogue River, Oreqon Considerinq 10% of aross sales Considerinq 5% of aross sales 
La Grande, Oregon Considerinq 25% of qross sales Considerinq 0% of aross sales 
Medford, Oregon Considering 6-18% 
Euqene, Oreaon Considering a tax. No details yet. Considering a tax. No details yet. 
Sprinqfield, Oreqon Considering a tax. No details vet. Considerina a tax. No details yet. 
St. Helens, Oregon Considerinq a tax. No details vet. Considerinq a tax. No details vet. 
State of Washington 31.971 % of qross sales* 6.971 % of qross sales* 
State of Oregon $5 - $35 ** $0 
State of Colorado 27. 9% of gross sales *** 2.9% of gross sales 
Boulder, Colorado 12.06% to 14.12% **** 3.56% to 7.12% 
Seattle, Wasl1inqton .215% of qross sales .215% of aross sales***' 

* Includes 0.471 % B&O tax, 6.5% retail sales and use tax and a 25% excise tax plus any local sales taxes. No 
excise tax is due for medical marijuana sales. 

** Tax is imposed upon marijuana producers at the rate of $35 per ounce on all marijuana flowers, $10 per ounce 
~· 

on all marijuana leaves, $5 per immature marijuana plant. 

*** Includes 10% state marijuana tax, 2.9% state sales tax and a 15% excise plus any local sales taxes. No state 
marijuana tax or excise tax is due for medical marijuana sales. 
Recreational cultivation facilities incur a 5% excise tax and a 7.06% use tax. Recreational retail locations incur a 
7.06% use tax and a 7.06% sales tax. Medical cultivation facilities incur a 3.56% use tax. Medical retail 

**** locations incur a 3.56% use tax and a 3.56% sales tax. Sales tax is paid on the retail sales amount charged to 
the customer. Use tax is paid on the cost of assets and expenses of the business. Excise tax is paid on the 
amount calculated on the weight or number of plants multiplied by the value set. $1,876 per pound for 
bud/flower, $296 per pound for trim, $9 per plant per immature plant. 

***** Only liable for the Business License Tax. Tax is only due if annual taxable gross revenue is $100,000 or more. 
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